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RD I nstruction 1951-R
PART 1951 - SERVI CI NG AND COLLECTI ONS
Subpart R - Rural Devel opnent Loan Servicing

§1951. 851 I ntroduction.

(a) This Subpart contains regulations for servicing or liquidating |oans
made by Rural Devel opnment under the Internediary Rel ending Program (I RP)
to eligible IRP internmediaries and applies to ultimte recipients and

ot her involved parties. The provisions of this Subpart supersede
conflicting provisions of any other Subpart.

(b) This Subpart al so contains regulations for servicing the existing
Rural Devel opnent Loan Fund (RDLF) | oans previously approved and

adm nistered by the U S. Departnent of Health and Human Services (HHS)
under 45 CFR Part 1076. This action is needed to inplenent the

provi sions of Section 1323 of the Food Security Act of 1985, P.L. 99-198,
whi ch provides for the transfer of the | oan servicing authority for those
loans fromthe HHS to the U S. Departnent of Agricul ture (USDA)

(c) The portion of this regulation pertaining to |oanmaking applies to
RDLF internediaries cited in 81951.851(b) which have RDLF funds from HHS
and have not fully utilized relending of those funds to ultimte

reci pients at the date of these regulations. The |oannmeking of all other
| RP | oans serviced by this regulation is in accordance with Part 1948,
Subpart C of this Chapter.

(d) These regul ations do not negate contractual arrangenents that were
previously made by the HHS, O fice of Community Services (OCS), or the
i nternedi aries operating rel ending prograns that have al ready been
entered into with ultimte recipients under previous regul ations.

(e) The loan programis adm nistered by the Rural Devel opnent Nationa
Office. The Director, Business and Industry Division, is the point of
contact for servicing activities unless otherw se del egated by the

Adm ni strator.

(f) Rural Devel opnent will input the necessary data via term nal screens
into the Rural Conmunity Facility Tracki ng System (RCFTS) on the RDLF
| oans. |If Rural Devel opment so desires. Form RD 2033-34, "Managenent

System Card - Business and Industry," may be prepared in accordance with
RD Instruction 2033-F. (Added 6-27-90, PN 138)

§1951.852 Definitions and abbrevi ati ons.

(a) General definitions. The followi ng definitions are applicable to
the terms used in this Subpart.

DI STRI BUTI ON: WsDC Account Servicing
Servicing and Col | ecti ons
1
(Revision 1)
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RD I nstruction 1951-R
§1951. 852 (a)(Con.)

(1) Internediary (Borrower). The entity receiving Rura

Devel opnment Toan funds for relending to ultimate recipients. Rura
Devel opnent becones an internediary in the event it takes over |oan
servicing and/or |iquidation.

(2) Loan Agreenment. The signed agreenent between Rural Devel opnent
and the iTnternmediary setting forth the ternms and conditions of the
| oan.

(3) Lowincone. The |level of inconme of a person or famly which is
at or below the Poverty Guidelines as defined in Section 673(2) of
the Community Services Block Grant Act (42 U.S.C. 9902(2)).

(4) Market value. The nost probable price which property should
bring, as of a specific date in a conpetitive and open narket,
assum ng the buyer and seller are prudent and know edgeabl e, and the
price is not affected by undue stinulus such as forced sale or |oan
i nt erest subsidy.

(5) Principals of Internediary. Includes nenbers, officers,
directors, and other entities directly involved in the operation and
managenent of an internedi ary organi zation.

(6) Utimte recipient. The entity receiving financial assistance
fromthe internediary. This may be interchangeable with the term
"subrecipient"” in sone docunents previously issued by HHS.

(7) Rural area. Includes all territory of a State that is not
wi thin the outer boundary of any city having a popul ati on of twenty-
five thousand or nore.

(8) State. Any of the fifty States, the Commobnweal th of Puerto
Rico, the Virgin Islands of the United States, Guam Anerican Sanpa,
and the Commonweal th of the Northern Mariana | sl ands.

(9) Technical assistance or service. Technical assistance or
service 1s any function unreinbursed by Rural Devel opnment perforned
by the internmediary for the benefit of the ultimte recipient.

2
(Revi sion 1)



RD I nstruction 1951-R
§ 1951.852(a) (Con.)

(10) Working capital. The excess of current assets over current
liabilities. It identifies the liquid portion of total enterprise
capital which constitutes a margin or buffer for neeting obligations
within the ordinary operating cycle of the business.

(b) Abbreviations. The follow ng abbreviations are applicable:
(Revi sed 02-06-98, SPECI AL PN.)

B&l - Business and I ndustry
- Comunity Services Adm nistration

- Environnental |npact Statenent

CSA
EIS
HHS - U.S. Departnment of Health and Human Services
IRP - Internediary Rel ending Program

Qacs

- Office of Community Services

Q
®

O fice of Inspector Genera
- Ofice of the General Counse

OcC
RDLF - Rural Devel opnent Loan Fund
USDA

United States Departnment of Agriculture

§ 1951.853 Loan purposes for undi shursed RDLF | oan funds from HHS

(a) RDLF Internediaries. Rural Devel opment Loan funds will be used by
the RDLF internediary to provide loans to ultimte recipients in
accordance with paragraph (b) of this section. Interest incone, service

fees, and other authorized financing charges received by RDLF

i nternedi aries operating rel ending progranms may be used to pay for: (1)
The costs of administering the RDLF rel ending program (2) the provision
of technical assistance to borrowers, (3) the absorption of bad debts
associated with RDLF | oans, and (4) repaynent of debt. Al proceeds in
excess of those needed to cover authorized expenses, as described above,
nmust be returned to the Agency.

3
(Revision 1)
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RD I nstruction 1951-R
§ 1951.853 (Con.)

(b)

Utimate recipients.

(1)

Fi nanci al assistance fromthe internediary to the ultimte

reci pient nmust be for business facilities and community devel opnent
projects in rural areas.

(2)
from
be |

Fi nanci al assistance involving Rural Devel opnment Loan funds
the intermediary to the ultinmate recipient may include but not
mted to:

(i) Business acquisitions, construction, conversion,
enl argenent, repair, nodernization, or devel opnent cost.

(ii) Purchasing and devel opnent of |and, easenents, rights-of-
way, building, facilities, |eases, or materials.

(iii) Purchasing of equipnent, |easehold inprovenents,
machi nery or supplies.

(iv) Pollution control and abatenent.
(v) Transportation services.
(vi) Startup operating costs and working capital

(vii) Interest (including interest on interimfinancing)
during the period before the facility becomes i ncone producing,
but not to exceed 3 years.

(viii) Feasibility studies.

(ix) Reasonable fees and charges only as specifically listed
in this subparagraph. Authorized fees include |oan packagi ng
fees, environmental data collection fees, and other

prof essi onal fees rendered by professionals generally |icensed
by individual State or accreditation associations, such as

engi neers, architects, |awers, accountants, and appraisers.
The amount of fee will be what is reasonable and customary in
the community or region where the project is |ocated. Any such
fees are to be fully docunmented and justified.

(Revi sed 02-06-98, SPECI AL PN.)

4
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§1951. 853

§1951. 854

(a)

(b)(2)(Con.) RD I nstruction 1951-R

(x) Aquacul ture including conservation, devel opnent, and
utilization of water for aquaculture. Aquaculture nmeans the
culture or husbandry of aquatic animals or plants by private

i ndustry for conmercial purposes including the culture and
growi ng of fish by private industry for the purpose of granting
or augrenting publicly-owned or regul ated stock of fish.

I neligible assistance purposes.

RDLF Intermediaries. RDLF | oans may not be used by the

i nternmediary:

(8- 25- 88)

(1) For paynent of the intermediary's own administrative costs or
expenses.

(2) To purchase goods or services or render assistance in excess of
what is needed to acconplish the purpose of the ultimate recipient
proj ect.

(3) For distribution or paynent to the owner, partners,

shar ehol ders, or beneficiaries of the ultimte recipient or nenbers
of their fam|lies when such persons will retain any portion of their
equity in the ultimte recipient.

(4) For charitable and educational institutions, churches,
organi zations affiliated with or sponsored by churches, and
fraternal organizations.

(5) For assistance to governnent enployees, mlitary personnel, or
principals or enployees of the internediary who are directors,

of ficers or have mmj or ownership (20 percent or nore) in the
ultimate recipient.

(6) For relending in a city with a popul ation of twenty-five
t housand or nore as determ ned by the | atest decenni al census.

(7) For aloan to an ultinmate recipient which has applied or
received a | oan from another internediary unless Rural Devel opnent
provi des prior witten approval for such |oan

(8) For any line of credit.

SPECI AL PN



RD I nstruction 1951-R
§1951. 854 (a)(Con.)

(b)

(9) To finance nore than 75 percent of the total cost of a project
by the ultimate recipient. The total amount of RDLF | oan funds
requested by the ultimate recipient plus the outstandi ng bal ance of
any existing RDLF loan(s) will not exceed $150,000. O her | oans,
grants, and/or internediary or ultimate recipient contributions or
funds from ot her sources nmust be used to nake up the difference
between the total cost and the assistance provided with RDLF funds.

(10) For any investnents in securities or certificates of deposit
of over 30-day duration w thout the concurrence of Rura

Devel opnent. |If the RDLF funds have been unused to nake | oans to
ultimate recipients for 6 nonths or nore, those funds will be
returned to Rural Devel opment unl ess Rural Devel opment provides an
exception to the RDLF internediary. Any exception would be based on
evi dence satisfactory to Rural Devel opment that every effort is
bei ng made by the internediary to utilize the RDLF funding in
conformance with program objectives.

Utimate recipients. Utimte recipients nay not use assistance

recei ved from RDLF internedi aries involving RDLF funds:

(1) For agricultural production, which nmeans the cultivation,
production (growi ng), harvesting, either directly or through

i ntegrated operations, of agricultural products (crops, aninals,
birds and marine life, either for fiber or food for human
consunption, and di sposal or narketing thereof, the raising,

housi ng, feeding, breeding, hatching, control and/or managenent of
farm and donmestic animals). Exceptions to this definition are:

(i) Aquaculture as identified under eligible purposes.

(ii) Commercial nurseries primarily engaged in the production
of ornanental plants and trees and other nursery products such
as bulbs, florists' greens, flowers, shrubbery, flower and
veget abl e seeds, sod, the growi ng of vegetables fromseed to
the transpl ant stage.

(iii) Forestry, which includes establishments primarily
engaged in the operation of tinber tracts, tree farns, forest
nurseries, and related activities such as reforestation

(iv) Financial assistance for livestock and poultry processing
as identified under eligible purposes.

(v) The growi ng of nushroons or hydroponics.



§1951. 854 (b)(Con.) RD Instruction 1951-R

(2) For the transfer of ownership unless the |loan will keep the
busi ness from cl osing, or prevent the |oss of enploynent
opportunities in the area, or provide expanded job opportunities.

(3) For community antenna television services or facilities.

(4) For any legitimte business activity when nore than 10 percent
of the annual gross revenue is derived fromlegalized ganbling
activity.

(5) For any illegal activity.

(6) For any otherwi se eligible project that is in violation of
either a Federal, State or |ocal environnental protection |aw or
regul ation or an enforceable | and use restriction unless the
financi al assistance required will result in curing or removing the
vi ol ati on.

(7) For any hotels, notels, tourist hones, or convention centers.
(8) For any tourist, recreation, or anmusenment centers.

8§81951. 855 - 1951. 858 [ Reserved]

81951.859 Terns of | oans.

(a) No loans shall be extended for a period exceeding 30 years.
Princi pal paynents on loans will be nade at |east annually. The initia
princi pal paynent nmay be deferred not nore than 3 years.

(b) The terms of |oan repaynent will be those stipulated in the |oan
agreenent and/or prom ssory note.

§1951.860 Interest on | oans.

(a) RDLF internmediaries: Wen the RDLF |oan portfolio was transferred
fromHHS to USDA as required under P.L. 99-198, Section 1323 of the Food
Security Act of 1985, there were provisions that affected the interest
rates on those | oans.

(8-25-88) SPECIAL PN



RD I nstruction 1951-R
§1951. 860 (a)(Con.)

(1) Those |l oans nmade in 1980 and 1981 carried an original note rate
of 1 percent interest when they were first issued. The |egislation
provi des for those | oans nmade in 1980 and 1981 to have a pernmanent
interest rate reduction to 1 percent effective Decenber 23, 1985, to
maturity. However, the interest rates on the | oans nmade in 1983 and
1984 may renmmin the same as the original note rate.

(2) Loans mamde in 1983 and 1984 do not automatically qualify for a
ower rate than the level of interest rates when the notes were
first issued. Section 407 of P.L. 99-425 provides for a wei ghted
average requirement that would affect those | oans nmade in 1983 and
1984 to internediary borrowers.

(3) In those cases where | oans were made to RDLF internediaries and
the wei ghted average of all | oans nmade by the RDLF internediary
after Decenber 31, 1982, does not exceed the sum of 6 percent plus
the interest rate to the intermediary (7 Percent), the interest rate

to be charged the RDLF internmediary will be the rate charged on such
| oans made in 1980, or 1 percent. Should the wei ghted average
exceed 7 percent, the note rate will control

(i) In order for Rural Devel opnent to determ ne the weighted
average of the loan portfolio, the RDLF internediary will be
required to conplete a weighted | oan average rate on its
outstanding portfolio. The schedule prepared for Rura

Devel opnment's review should incl ude:

(A) Calculations of the interest anpunt scheduled to
accrue on each | oan outstanding over a |-year period based
on the current interest rate of each ultimte recipient's
| oan.

(B) The sumtotal of interest on each individual |oan
wi |l be added together to deternm ne the total interest
anount schedul ed to accrue over a |-year period.

(G Divide the total of paragraph (a)(2) of this section
by the total principal outstanding to determ ne the
average interest percent yield in the internediary's |oan
portfolio.



§1951.860 (a)(3)(i) RD Instruction 1951-R

(D) The loans to be included in determ ning the weighted

i nterest average will be those made from January 1, 1983,
forward.
(E) Rural Development will use the anniversary date of

October 1 of each year to request the internediary to
conplete a weighted interest average to deternine the
interest rate on its RDLF | oan for the com ng cal endar
year, January 1 through Decenber 31. All |loans nade in
1980 and 1981 have had the interest rate permanently
reduced by legislation to 1 percent, effective Decenber
25, 1985.

(F) The weighted | oan average interest rate on the
outstanding loan portfolio as referenced in this section
will be forwarded to Rural Devel opment along with
sufficient documentation which should include
calculations, list of outstanding |oans, current interest
rate being charged on the |oan, etc.

(b) Interest rates charged by internmediaries to the ultimte recipients
shall be at rates negotiated by those parties. Internediaries are
encouraged to make loans to ultinmate recipients at the | owest possible
rate, taking into account the cost of the Ioan funds to the internediary
and the cost of adm nistering the | oan portfolio.

§81951. 861 - 1951.865 [Reserved]

§1951.866 Security.

(a) Loans from RDLF internediaries to ultimte recipients. Security
requi renents for Toans frominternediaries to ultimate recipients will be
negoti ated between the intermediaries and ultimate recipients. Rura
Devel opnment concurrence in the internmediary's security proposal is
required only when security for the loan fromthe internediary to the
Fltinate recipient will also serve as security for the Rural Devel opnent
oan.

(b) Additional security. The Rural Devel opnment nay require additiona
security at any tine during the termof a loan to an internediary if,
after review and nonitoring, an assessnent indicates the need for such
security.

(8-25-88) SPECIAL PN



RD I nstruction 1951-R
§1951. 866 (Con.)

(c) Appraisals. Real property serving as security for all loans to
intermediaries and for loans to ultimte recipients serving as security
for loans to internediaries will be appraised by a qualified appraiser.

For all other types of property, a valuation shall be made using any
recogni zed, standard technique for the type of property involved
(including standard reference nanuals), and this valuation shall be
described in the loan file.

81951.867 Conflict of interest.

The internmediary will, for each proposed |oan to an ultimate recipient,
i nform Rural Devel opnment in witing and furni sh such additional evidence as
Rural Devel opnent requests as to whether and the extent to which the
intermediary or its principal officers (including imediate famly) hold any
|l egal or financial interest or influence in the ultinmate recipient or the
ultimate recipient or any of its principal officers (including inmediate
fam ly) holds any legal or financial interest or influence in the
internmediary. Rural Devel opnent shall determ ne whet her such ownership
i nfluence or financial interest is sufficient to create a potential conflict
of interest. In the event Rural Devel opnent determines there is a conflict of
interest, the internediary's assistance to the ultimate recipient will not be
approved until such conflict is elimnated.

8§81951. 868 - 1951. 870 [Reserved]

8§1951.871 Post award requirenents.

(a) RDLF internmediaries with undi sbursed RDLF | oan funds shall be
governed by these regul ations, the | oan agreenent, the approved work
program security interests, and other conditions which Rural Devel opnent
may require in awarding a | oan.

(b) Unless otherwi se specifically agreed to in witing by the Rura

Devel opnent, any | oan funds held by an internediary and any funds

obtai ned from |l oaning Rural Devel oprment-derived funds and recoll ecting
them that are not i mediately needed by the intermediary for an ultimte
reci pi ent should be deposited in an interest-bearing account in a bank or
other financial institution which will be covered by a form of Federa
deposit insurance. Any interest or incone earned as a result of such
deposits shall be used by the internmediary only for purposes authorized
by Rural Devel opment.

10



§1951.871 (Con.) RD Instruction 1951-R

(c) Internediaries operating relending prograns nust maintain separate
| edgers and segregated accounts for RDLF funds at all tines.

(d) Reporting requirenents shall be those delineated in the |oan
agreement between the United States and the internediary and such
subsequent requirenents as Rural Devel opnent deens appropriate. The

i nternmedi ari es nust docunment periodically the extent to which increased
enpl oynent, inconme and ownership opportunities are provided to rura
residents for each | oan made by such internediary.

(e) No internmediary may nmeke a loan to an ultimte recipient who has
applied for or received a | oan from another internediary unless Rura
Devel opnent provides prior witten approval for such | oan

(f) Al loan paynments that are due on RDLF | oans will be made payable to
the Farmers Hone Admi nistration, using the nunber assigned, and numil ed
directly to: Rural Devel opnent, Finance O fice, FC 35, 1520 Market
Street, St. Louis, Mssouri 63103.

8§1951.872 O her regulatory requirenents.

(a) Intergovernnental consultation. The RDLF programis subject to the
provi sions of Executive Order 12372 which requires intergovernnental
consultation with State and |ocal officials. For each ultimte recipient
to be assisted with a |oan under this Subpart and for which the State in
which the ultimate recipient is to be located has elected to review the
program under their intergovernmental review process, the State Point of
Contact nust be notified. Notification, in the formof a project
description, can be initiated by the internmediary or the ultinmate
recipient. Any comments fromthe State nust be included with the
internmediary's request to use the loan funds for the ultimte recipient.
Prior to Rural Devel oprment's decision on the request, conpliance with the
requi rements of intergovernmental consultation nmust be denonstrated for
each ultimate recipient. These requirenents should be carried out in
accordance with RD Instruction 1940-J, "Intergovernnental Review of Rura
Devel opnment Progranms and Activities," available in any Rural Devel opnent
of fice.

11
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RD I nstruction 1951-R
§1951.872 (Con.)

(b)

(¢)

Envi ronnmental requirenents.

(1) Unless specifically nodified by this section, the requirenents
of Subpart G of Part 1940 of this Chapter apply to this Subpart.
Rural Devel opnent will give particular enphasis to ensuring
conpliance wth the environmental policies contained in §1940. 303
and 1940. 304 in Subpart G of Part 1940 of this Chapter
Internmediaries and ultimte recipients of |oans nust consider the
potential environnental inpacts of their projects at the earliest

pl anni ng stages and devel op plans to minimze the potential to
adversely inpact the environnent.

(2) As part of the internediary's request to Rural Devel opnent for
concurrence to nake a loan to an ultinmate recipient, the

internediary will include for the ultinate recipient a properly
conpl eted Form RD 1940- 20, "Request for Environnental |nformation,"
if it is classified as a Class | or Class Il action. Rura

Devel opnent will conplete the environnental review required by
Subpart G of Part 1940 of this Chapter. The results of this review
will be used by Rural Devel opnment in making its decision on the
request.

Equal opportunity and nondi scrim nation requirenents.

(1) In accordance with Title V of P.L. 93-495, the Equal Credit
Opportunity Act, neither the internmediary nor Rural Devel opment wil
di scri m nate agai nst any applicant on the basis of race, color
religion, national origin, age, physical or nental handi cap
(provided that the applicant has the capacity to enter into a

bi ndi ng contract), sex or marital status with respect to any aspect
of a credit transaction anytinme Federal funds are involved.

(2) The regulations contained in Part 1901, Subpart E of this
Chapter apply to | oans nade under this program

(3) The Administrator will assure that equal opportunity and
nondi scri m nation requirements are met in accordance with Title VI
of the Civil Rights Act of 1964, "Nondiscrimnation in Federally
Assi sted Prograns,” 42 U.S.C. 2000d - 2000d-4. If there is

i ndi cati on of nonconpliance with these requirenents, such facts wll
be reported in witing to the Adm nistrator, ATTN. Equa
Opportunity O ficer.

12



RD I nstruction 1951-R

§81951. 873 - 1951.876 [ Reserved]

§1951. 877 Loan agreenents.
(a) A loan agreenment will have been executed by the RDLF internediary
and OCS or HHS for each loan. The |oan agreenent ordinarily would

contain the foll owi ng provisions:

(8- 25- 88)

(1)
(2)
(3)
(4)
(5)
(6)
(7)

The anount of the |oan.

The interest rate.

The term and repaynent schedul e.
The provisions for |ate charges.
Provi si ons regardi ng default.

Di sbursement procedure.

| nsurance requi renents.

(i) Hazard insurance with a standard nortgage clause nam ng
the intermediary as beneficiary will be required on every
ultimate recipient in an amount that is at |least the | esser of
t he depreciated replacenent val ue of the property being insured
or the ampunt of the loan. Hazard insurance includes fire,

wi ndstorm lightning, hail, business interruption, explosion
riot, civil commmotion, aircraft, vehicle, marine, snoke,
builder's risk, public liability, property danmage, flood or
nmudsl i de, or any other hazard insurance that nmay be required to
protect the security. The RDLF internmediary's interest in the
i nsurance ordinarily will be assigned to the Rural Devel opnment.

(ii) Odinarily, life insurance, which may be decreasing term
i nsurance, is required for the principals and key enpl oyees of
the ultimte recipient and will be assigned or pledged to the
RDLF intermedi ary and subsequently to Rural Devel opnent. A
schedul e of |ife insurance available for the benefit of the
loan will be included as part of the application.

13
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RD I nstruction 1951-R
8§1951.877 (a)(7) (Con.)

(iii) Worknmen's conpensation insurance on ultimate recipients
is required in accordance with State | aw.

(iv) The RDLF internediary is responsible for determning if
an ultimate recipient is located in a special flood or nudslide
hazard area anytine Federal funds are involved. |[|f the
ultimate recipient is in a flood or nudslide area, then flood
or nudslide insurance nmust be provided.

(b) The RDLF internmediary will agree:

(i) Not to nmake any changes in the RDLF internediary's
articles of incorporation, charter or bylaws w thout the
concurrence of Rural Devel opnent.

(ii) Not to make a loan comitment to an ultimte recipient
wi thout first receiving Rural Development's written concurrence
in the proposed use of | oan funds.

§81951. 878 - 1951. 880 [ Reserved]

§1951.881 Loan servicing.

(a) These regul ations do not negate contractual arrangenents that were
previously made by the HHS, O fice of Community Services (OCS), or the
i ntermedi aries operating rel ending prograns that have al ready been
entered into with ultinmate recipients under previous regul ations.

Preexi sting docunents control when in conflict with these regul ations.
The loan is governed by ternms of existing |legal docunents of each
internmediary. The RDLF/IRP intermediary is responsible for conpliance
with the terns and conditions of the | oan agreenent.

(b) Each intermediary will be nonitored by Rural Devel opnent based on
progress reports submtted by the internediary, audit findings,

di sbursenent transactions, visitations, and other contact with the
internmedi ary as necessary.
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(c) Loan servicing is intended to be preventive rather than a curative
action. Pronpt followup on delinquent accounts and early recognition of
potential problens and pursuing a solution to them are keys to resolving
many probl em | oan cases.

(d) Witten notices on paynents com ng due will be prepared and sent to
the intermediary by the Rural Devel opnent Finance O fice approximtely 15
days in advance of the due date of the payments. A copy of the notice
will be sent to the Rural Devel opnent Adm ni strator or designee.

(e) If the schedul ed paynent is not nmade by the intermediary within 30
days after due date of the paynent, the Finance Ofice will send a past
due notice to the internediary. The notice will show the | ate charge
anount, if applicable, and the interest anobunt past due. The |ate charge
anount, if applicable, and the interest past due amount will be
capitalized as principal due 30 days after the due date of the nonthly
payment unl ess existing |oan docunents prior to this regulation state

otherwise. |If the |oan docunents state when | ate charge anmounts or
interest accruals are to be capitalized, the |oan docunents will prevail
(1) A per diemamunt will be shown on the |late notice sent to the

internediary. The Finance Office will send this notice to the

Admi nistrator or designee 30 days after the past due notice has been
sent to the internediary and the account remains delinquent.
Thereafter, further notices by Rural Devel opnent designee will be
sent to the internediary on the |ate paynents or any further
paynments until the account is in a current status.

(2) The Finance Office will notify the Adm nistrator or designhee on
any paynents due fromthe delinquent intermediary. It will be the
responsibility of the Admi nistrator or designee to follow up on
del i nquent paynents to bring the account to a current status.

(3) A copy of any correspondence or notice generated by the
Admi ni strator or designee on any delinquent loan will be sent to the
Fi nance O fi ce.
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()

(4) Interest will be conputed on a 365-day basis unless |ega
docunents state otherw se.

It is the responsibility of the Finance Office to nmintain conplete

accounting records for each internediary. The Finance Ofice will:

(9)

(1) Coordinate with the Adm nistrator or designee to assure that
i nterest and principal paynents received are in accordance with the
prom ssory notes and its conpani on docunments, and the effective

anortization schedule. |If the paynents received appear to be
incorrect, the Finance Ofice will advise the Administrator or
desi gnee. The Adm nistrator or designee will take the necessary

action to clear the issue and pronptly advise the Finance Ofice of
t he proper accounting procedure.

(2) Send monthly statenents to the National Ofice reflecting al
paynments received to date on each borrower.

(3) Send to the Administrator or designee a nonthly summary of al
i nternedi ary | oans as foll ows:

(i) Nunber and anopunt of all | oans.

(ii) Total advanced on all | oans.

(iii) Total interest and principal received on the |oans.
(iv) Total outstanding bal ance on all | oans.

(4) Prepare reanortization schedul es needed as a result of
restructuring any loans and send to the Adninistrator or designee.

(5) Furnish in witing to the Adm nistrator or designee a per diem
anount on the actual interest ampunt due when requested by the
Admi ni strator.

It is the responsibility of the Adm nistrator or designee to:

(1) Review and anal yze the seni annual report of the internediaries
and reconcile sane to the annual audits.
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(2) Review the annual audits of the internediaries.

(3) Review the sem annual reports of the internediaries and take
appropriate acti on when necessary.

(4) Follow up on delinquent internediaries to bring the account
current.

(5 Notify the Finance Ofice in witing when a |oan is determ ned
to be uncollectible in order for the Finance Office to make
provi sions for an appropriate tinely entry to the | oss account.

(6) Furnish to the Finance O fice the necessary information to
produce reanortization schedul es.

(7) Provide the Finance Ofice a copy of any correspondence in
regard to the restructuring of the | oans.

(8) Review reanortization schedules, the schedule will then be
forwarded to the internediary.

(9) Confirmaccount bal ances. Paynment history of |oans and any
other related matter will be furnished to the requesting party,

(i.e. third party auditing firns) if warranted and proper. |[|f there
are discrepancies in any |oan bal ances being confirned, the Finance
O fice should be consulted before the Adm ni strator or designee
writes the requested parties.

(10) Furnish upon request by the Finance O fice, the information
necessary to help reconcil e account bal ances, obtain evidence of
paynments nmade by the borrower, and any other related data necessary
to keep the financial records correct and in bal ance.

(11) Answer Congressional and other correspondence.

(12) Review internediary's plans, cash flow projections, balance
sheets, and operating statenents.

§ 1951.882 Field visits.

The Agency will conduct an annual field visit to the | RP/RDLF internediary and
the report should be done on Form RD 1951-5, “Internedi ary Rel endi ng

Program Rural Devel opnent Loan Fund Field Visit Review” (Revised 05-08-02,
SPECI AL PN.)
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(a) During or in preparation for field visits to RDLF/IRP internediaries
by Rural Devel opnent personnel, the follow ng | oan servicing activities
are to be perforned:

(1) Review what is being done to informeligible applicants of the
programn s existence.

(2) Obtain current and proper financial information and anal yze for
trends on all RDLF/IRP intermediaries. Also determine if there is a
sufficient interest rate spread between the interest rate charged
the internmediary and the interest rate charged the ultinmte

reci pients to cover the adm nistrative costs, including bad debts of
operating the program

(3) Include in the wite-ups of the field visit any issues or
probl enms not resolved fromthe last visitation in the agenda.

(4) Review credit el sewhere information (has the ultinmte recipient
been refused funds by other sources?) to deternmine if this
information is in the files.

(5) Observe collateral and its condition, naintenance, protection
and utilization by the internediary or ultimte recipient.

(6) Review the process for handling | oan proceeds to assure they
are deposited in an interest-bearing account or tinme deposit in a
bank or other financial institution fully protected by Federal or
State insurance.

(7) Review materials to deternmine if the purpose of the programis
being fulfilled; i.e., loan funds are being used in accordance with
Rural Devel opnent policies, procedures, the approved work plan and
the Loan Agreenent.

(8 A report of the visit will be made on "RDLF/ I RP Revi ew Summary
Sheet," or otherw se docunented and included in the loan file in the
format of the "RDLF/ I RP Review Summary Sheet." The report should

i nclude an opinion on the financial condition of the internediary
based upon the review of the annual audited financial statenent,
periodi c financial statenments, and observations nade during the
visit and ot her sources.

(9) Determine if the ultimate recipients' files are conplete,
organi zed, and current.

(10) Any instructions, directions, or corrective action should be
confirmed by letter to the internediaries.
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(b) Al internediaries are required to provide an annual audited
financial statenment as well as a summary sheet of their |ending program
on each ultimate recipient receiving Federal funds. The summary sheet of
their | ending programon each ultimate recipient should include but not
be limted to: the borrower's name and address, type of business, use of
| oan funds, |oan amobunt, date of note, outstandi ng bal ance, date of fina
payment, interest rate, amount and type of collateral, insurance

i nformati on, |oan status, and the date of Agency approval, if applicable.

(c) The internediary should performan analysis on its ultimte
recipients and follow up in witing on any servicing action required. A
copy of the analysis will be provided to the Agency for those ultimte
reci pi ents having Federal funds.

§ 1951.883 Reporting Requirenents:

(a) Internediaries are to provide the Agency with reports as required in
their respective |loan agreenents, applicable statutes and as required by
the Agency. The report shall include the foll ow ng:

(1) An annual audit; dates of audit report period need not
necessarily coincide with other reports on the RDLF/IRP. Audits
shall be due 90 days followi ng the audit period. Audits nmust cover
all of the internediary's activities. Audits will be performed by
an i ndependent certified public accountant or by an i ndependent
public accountant l|icensed and certified on or before Decenber 31
1970, by a regulatory authority of a State or other politica

subdi vision of the United States. An acceptable audit will be
performed in accordance with generally accepted auditing standards
and i nclude such tests of the accounting records as the auditor
consi ders necessary in order to express an opinion on the financia
condition of the internediary. The Agency does not require an
unqual i fied audit opinion as a result of the audit. Conpilations or
reviews do not satisfy the audit requirenent.

(2) Quarterly or sem annual reports (due 30 days after the end of
the period). (Revised 02-06-98, SPECI AL PN.)

(i) Reports will be required quarterly during the first year
after loan closing and, if all loan funds are not utilized
during the first year, quarterly reports will be continued

until at |east 90 percent of the Agency IRP | oan funds have
been advanced to ultimate recipients. Thereafter, reports wll
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(b)

be required sem annually. Also, the Agency may require
quarterly reports if the internediary becomes delinquent in
repaynment of its loan or otherwise fails to fully conply with
the provisions of its work plan or Loan Agreenment, or the
Agency deternmnes that the internmediary’s IRP revolving fund is
not adequately protected by the current sound worth and paying
capacity of the ultimte recipients.

(ii) These reports shall contain information only on the IRP
revolving loan fund, or if other funds are included, the IRP

| oan program portion shall be segregated fromthe others; and
in the case where the internmediary has nore than one IRP
revolving fund fromthe Agency a separate report shall be nade
for each of the IRP revolving funds.

(iii) The reports will include, on a form provided by the
Agency, (Form RD 1951-4, “Report of |RP/RDLF Lendi ng
Activity”), information on the internediary's |ending activity,
i ncome and expenses, financial condition, and a summary of
nanmes and characteristics of the ultinmate recipients the

i nternmedi ary has financed.

(3) An annual report on the extent to which increased enpl oynent,
i ncome and ownership opportunities are provided to | owincone
persons, farmfamlies, and displaced farmfamlies for each | oan
made by such internediary.

(4) Proposed budget for the follow ng year

(5) Oher reports as the Agency may require fromtinme to tine.

Internediaries shall report to the Agency whenever an ultinmate

recipient is nore than 90 days in arrears in the repaynment of principa
or interest.

§ 1951.884 Non-Federal funds.

shal

Once all the Agency-derived | oan funds have been utilized by the
internmediary for assistance to ultinmate recipients according to the provisions
of these regul ations and the | oan agreenent, assistance to new ultinmate

reci pients financed thereafter fromthe intermediary's revolving | oan fund

not

be consi dered as being derived from Federal funds and the

requi renents of these regulations will not be inposed on those new ultinate
recipients. Utinate recipients assisted by the internediary with Agency-
derived | oan funds shall be required to conply with the provisions of these
regul ati ons and/or | oan agreenent.
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§ 1951.885 Loan classifications.

All loans to internmediaries in the Agency portfolio will be classified by
the Agency at |oan closing and agai n whenever there is a change in the |oan
whi ch woul d i npact on the original classification. No one classification
shoul d be viewed as nore inportant than others. The uncollectibility aspect
of Doubtful and Loss classifications is of obvious inmportance. However, the
function of the Substandard classification is to indicate those |oans that are
unduly risky which may result in future | osses. Substandard, Doubtfu
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and Loss are adverse classifications. The special nention classification is

| oans which are not adversely classified but which require the attention

and followup of Rural Developnent. The loans will be classified as follows:
(a) Seasoned |loan classification. To be classified as a seasoned | oan
a | oan nust:

(1) Have a remmining principal |oan balance of two thirds or |ess
of (1)the original aggregate of all existing | oans nmade to that
i nternediary.

(2) Be in conpliance with all loan conditions and Rural Devel opnent
regul ati ons.

(3) Have been current on the |oan(s) paynents for 24 consecutive
nont hs.

(4) Be secured by collateral which is determined to be adequate to
ensure there will be no | oss on the | oan.

(b) Current non-problemclassification. This classification includes

t hose Toans which have been current for |ess than 24 consecutive nonths
and are in conpliance with the |oan conditions and Rural Devel opnent
regul ati ons, and are not considered to pose a credit risk to Rura

Devel opnent. These | oans woul d be classified as seasoned but for the "24
nmont hs" and "two-thirds" requirenents for seasoned | oans.

(c) Special nention classification. This classification includes |oans
whi ch"do not presently expose Rural Devel opnent to a sufficient degree of
risk to warrant a Substandard classification but do possess credit
deficiencies deserving Rural Devel opnent's close attention because the
failure to correct these deficiencies could result in greater credit risk
in the future. This classification would include |Ioans that nmay be high
quality, but which Rural Devel opnent is unable to supervise properly
because of an inadequate | oan agreement, the condition or |ack of contro
over the collateral, failure to obtain proper docunentation or any other
devi ations from prudent |ending practices. Adverse trends in the
internediary's operation or an inbal anced position in the bal ance sheet
whi ch has not reached a point that jeopardi zes the repaynent of the |oan
shoul d be assigned to this classification. Loans in which actual, not
potential, weaknesses are evident and significant should be considered
for a Substandard cl assification.
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(d) Substandard classification. This classification includes |Ioans

whi ch are T nadequately protected by the current sound worth and paying
capacity of the obligor or of the collateral pledged, if any. Loans in
this classification nust have a well defined weakness or weaknesses t hat
j eopardi ze the paynment in full of the debt. |[If the deficiencies are not
corrected, there is a distinct possibility that Rural Devel opnent will
sustain some | oss.

(e) Doubtful classification. This classification includes those |oans
whi ch have alT the weaknesses inherent in those classified Substandard
with the added characteristic that the weaknesses make coll ection or
liquidation in full, based on currently known facts, conditions and

val ues, highly questionable and inprobable.

(f) Loss classification. This classification includes those |oans which
are considered uncolTectible and of such little value that their

conti nuance as loans is not warranted. Even though partial recovery may
be effected in the future, it is not practical or desirable to defer
witing off these basically worthless |oans.

881951. 886 - 1951. 888 [ Reserved]

§1951.889 Transfer and assunption.

(a) Al transfers and assunptions nust be approved in advance in witing
by Rural Devel opnent. Such transfers and assunptions nmust be to an
eligible internediary.

(b) Available transfer and assunption options to eligible internediaries
i nclude the foll ow ng:

(1) The total indebtedness may be transferred to another eligible
i nternmedi ary on the sanme terns.

(2) The total indebtedness may be transferred to another eligible
intermediary on different terms not to exceed those terns for which
an initial loan can be nade to an organi zation that woul d have been
eligible originally.

(3) Less than total indebtedness may be transferred to another
eligible intermediary on the sanme terns.

(4) Less than total indebtedness may be transferred to another
eligible internediary on different terns.
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(c) The transferor will prepare the transfer document for Rura
Devel opnent's review prior to the transfer and assunption.

(d) The transferee will provide Rural Devel opnment with a copy of its

| atest financial statenment and a copy of its annual financial statenent
for the past 3 years if available; Its Federal Tax ldentification nunber;
organi zational charter; mnutes fromthe Board of Directors authorizing
the transaction; certification of good standing fromthe Secretary of
State or whatever regul atory agency oversees nonprofit corporations for
that State or Commonweal th where the entity is headquartered; and any
other information that Rural Devel opnment deens necessary for its review.

(e) The assunption agreenent will contain the Rural Devel opnent case
nunber of the transferor and transferee.

(f) Wen the transferee nmakes a cash downpaynent in connection with the
transfer and assunption, any proceeds received by the transferor will be
credited on the transferor's |oan debt in inverse order of maturity.

(g) The Admi nistrator or designee will approve or decline all transfers
and assunptions.

8§1951.890 O fice of Inspector CGeneral and Ofice of General Counse
referral s.

When facts or circunstances indicate that crimninal violations, civi
fraud, m srepresentations, or regulatory violations my have been commtted by
an applicant or an internedi ary, Rural Developnent will refer the case to the
appropriate Regional |nspector CGeneral for Investigations, OG USDA, in
accordance with RD Instruction 2012-B (avail able in any Rural Devel opnent
office) for crimnal investigation. Any questions as to whether a matter

shoul d be referred will be resolved through consultation with O G and Rural
Devel opnent and confirmed in witing. |In order to assure protection of the
financial and other interests of the Governnent, a duplicate of the
notification will be sent to the OGC. OGC will be consulted on |ega

guestions. After O G has accepted any matter for investigation, Rural
Devel opment staff nust coordinate with O G in advance regarding routine
servicing actions on existing |oans.

8§1951.891 Liquidation; default.

(a) In the event that Rural Devel opnent takes over the servicing of the
ultimate recipient of an internediary, those loans will be serviced by
this regulation and in accordance with the contractual arrangenent
between the internediary and the ultinmate recipient. Should the Rura
Devel opnent deternmine that it is necessary or desirable to take action to
protect or further the interests of Rural Devel opnent in connection wth
any default or breach of conditions under any | oan nade hereunder, the
Rural Devel opnent may:
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(1) Declare that the loan is i mediately due and payabl e.

(2) Assign or sell at public or private sale, or otherw se dispose
of for cash or credit at its discretion and upon such terns and
conditions as Rural Devel opnent shall determ ne to be reasonable,
any evidence of debt, contract, claim personal or real property or
security assigned to or held by the Rural Devel opnent in connection
wi th financial assistance extended hereunder.

(3) Adjust interest rates, use fixed or variable rates, grant

nor at ori uns on repaynment of principal and interest, collect or
conprom se any obligations held by Rural Devel opnment and take such
actions in respect to such |loans as are necessary or appropriate,
consistent with the purpose of the program and this Subpart. The
Administrator will notify the Rural Devel opnment Finance O fice of
any change in paynment terns, such as reanortizations or interest
rate adjustments, and effective dates of any changes resulting from
servicing actions.

(b) Failure by an ultimate recipient to conply with the provisions of

t hese regul ati ons and/or | oan agreenent shall constitute grounds for a
decl aration of default and the demand for i mediate and full repaynent of
its | oan.

(c) Failure by an internediary to conply with the provisions of these
regul ations or to relend funds in accordance with an approved work plan
or | oan agreement shall constitute grounds for a declaration of default
and the demand for i mediate and full repaynent of the | oan

(d) In the event of default, the intermediary will pronptly be inforned
in witing of the consequences of failing to conply with | oan

covenant (s).

(e) Protective advances to the internediary will not be nade in Iieu of

additional loans, in particular working capital |loans. Protective
advances are advances nmade by Rural Devel opnent for the purpose of
preserving and protecting the collateral where the intermedi ary has
failed to and will not or cannot neet its obligations. The Adm nistrator
or designee nmust approve in witing all protective advances.

(f) In the event of bankruptcy by the internediary and/or ultimte

reci pient, Rural Devel opment is responsible for protecting the interests
of the Government. All bankruptcy cases should be reported i medi ately
to the Regional Attorney. The Adm nistrator nust approve in advance and
in
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witing the estimated |iquidation expenses on |loans in |iquidation
bankruptcy. These expenses nust be considered by Rural Devel opnent to be
reasonabl e and customary.

(g) Liquidation, managenent, and di sposal of inventory property will be
handl ed i n accordance with Subparts A, B, and C of Part 1955 of this
Chapter.

§§1951. 892 - 1951.893 [ Reserved]

81951. 894 Debt settlenent.

Debt settlenment of all clainms will be handled in accordance with the
Federal Clainms Collection Standards (4 CFR Parts 101-105).

§1951. 895 [ Reserved]
§1951. 896 Appeal s.

Any appeal abl e adverse deci sion nade by Rural Devel opnent which affects
the borrower may be appeal ed upon witten request of the aggrieved party in

accordance with Subpart B of Part 1900 of this Chapter

§1951. 897 Exception authority.

The Adm ni strator may, in individual cases, grant an exception to any
requi renent or provision of this subpart which is not inconsistent with an
applicable I aw or opinion of the Conptroller General, provided the
Admi ni strator deternines that application of the requirement or provision
woul d adversely affect the Government's interest. The basis for this
exception will be fully docunented. The docunentation will: denopnstrate the
adverse inpact; identify the particular requirenent involved; and show how t he
adverse inpact will be elininated.

§81951. 898 - 1951.899 [ Reserved]

§1951. 900 OMB Control Number.

The collection of information requirenents in this regulation have been
approved by the O fice of Managenent and Budget and assigned OVMB Contro
Nunmber 0575-0131. 1In accordance with 5 CFR 1320, summari zed below is the
annual i zed public reporting burden for this regulation

00o
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